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comprehensive financial program, it may be eliminated by a refunding
process if the bonds outstanding are callable. The new bond issue may be
much larger than the old one, and it may serve other purposes than refunding.
Indeed many refunding issues are designated in such manner as to indicate
their dual or multiple purpose. A good illustration of an issue that elimi-
nated smaller issues is the 3% per cent first and refunding 30-year bond issue
of the Philadelphia Electric Co. The proceeds of this $130,000,000 issue
were used to refund $1,671,700 4s of 1966; $37,000,000 5s of 1966; $31,990,000
41/28 of 1967; $1,323,000 Suburban Gas Co. 5s of 1952; $18,398,000 Philadel-
phia and Suburban Gas and Electric Co. 4%s of 1957; and $40,000,000 4s
of 1971. The American Telephone and Telegraph Co. had issued no new
securities to obtain money for new capital for some years prior to 1936,
Reduced plant expenditures and adequacy of treasury funds had made
such new financing unnecessary. But with the cheap money markets
available in 1936 and 1937, this corporation did a great deal of refunding
of its outstanding bonds in order to consolidate some of its smaller issues and
to gain the advantages of cheaper money. During these two years, it
refunded 5 per cent bonds and debentures aggregating $332,850,000, using
one 25-year 3% per cent debenture issue of $175,000,000 and one 30-year
3% per cent debenture issue of $160,000,000 for the purpose. In addition, it
substituted 3% per cent interest for 5 in refunding $55,000,000 of subsidiary
bonds. Subsequently, in 1946, $125,000,000 of the bonds issued in 1936
and 1937 were in turn refunded into 40-year debentures bearing an effective
interest rate of 2.59 per cent.
The experience of the American Telephone and Telegraph Co. in using
the cheap money markets of 1936 and 1937 to refund its outstanding higher
rate bonds was duplicated in many other American corporations. For the
year 1936, the industrial securities committee of the Investment Bankers
Association of America estimated that less than a third of the funds raised
by public offerings of securities of industrial corporations were used for the
purpose of providing new capital. The remainder was used for refunding pur-
poses. 1 Bonds of public utility corporations called during the middle thirties
before their maturity were considerably greater in amount than those
refunded by industrial corporations. Railroads called much less than either
public utilities or industrials. Two reasons accounted for this: railroad bonds
less frequently contain the call privilege; and more important, the weakened
position of railroad finance prevented railroad corporations from taking full
advantage of the cheap money markets prevailing at that time.
For all corporation financing reported by the Commercial and Financial
Chronicle for the year 1936, refunding accounted for nearly three-fourths
of security issues of that year. This compares with approximately one-
eighth of all issues floated in 1929 for refunding purposes. For the decade
1 Proceedings LBA., 1936, pp. 48-68.